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Dear Madam 

Report of the Auditor-General on the financial statements and other legal and regulatory 

requirements of Lekwa local municipality for the year ended 30 June 2017 

1. The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa and section 121(3) of the Municipal Finance 
Management Act of South Africa (MFMA). 

2. We have not yet received the other information that will be included in the annual report 
with the audited financial statements and have thus not been able to establish whether there 
are any inconsistencies between this information and the audited financial statements and 
the reported performance against pre-determined objectives. You are requested to supply 
this information as soon as possible. Once this information is received it will be read and 
should any inconsistencies be identified these will be communicated to you and you will be 
requested to make the necessary corrections. Should the corrections not be made we will 
amend and reissue the audit report. 

3. In terms of section 121 (3) of the MFMA you are required to include the audit report in the 
municipality’s annual report to be tabled. 

4. Until the annual report is tabled as required by section 127(2) of the MFMA the audit report 
is not a public document and should therefore be treated as confidential. 

5. Prior to printing or copying the annual report which will include the audit report you are 
required to do the following: 

• Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

• The signature Auditor-General in the handwriting of the auditor authorised to sign the 
audit report at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as well as the place and date of signing and 
the Auditor-General of South Africa’s logo, should appear at the end of the report, as in 
the hard copy that is provided to you. The official logo will be made available to you in 
electronic format. 
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6. Please notify the undersigned Senior Manager well in advance of the date on which the 
annual report containing this audit report will be tabled. 

7. Your cooperation to ensure that all these requirements are met would be much appreciated. 
Kindly acknowledge receipt of this letter. 

Yours sincerely 



Izak van der Walt: Mpumalanga 

Enquiries: Sinah Masingi 

Telephone: (013)756 0800 
Fax: (013)756 0879 



Report of the auditor-general to the Mpumalanga Provincial 
Legislature and the council on the Lekwa Local Municipality 


Report on the audit of the financial statements 


Opinion 

1. I have audited the financial statements of the Lekwa Local Municipality set out on 
pages ... to ..., which comprise the statement of financial position as at 30 June 2017, 
the statement of financial performance, statement of changes in net assets, cash flow 
statement and statement of comparison of budget information with actual information for 
the year then ended, as well as the notes to the financial statements, including a 
summary of significant accounting policies. 

2. In my opinion, the financial statements present fairly, in all material respects, the 
financial position of the Lekwa Local Municipality as at 30 June 2017, and its financial 
performance and cash flows for the year then ended in accordance with the South 
African Standards of Generally Recognised Accounting Practice (SA Standards of 
GRAP) and the requirements of the Municipal Finance Management Act of South Africa, 
2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 

2016 (Act No. 3 of 2016) (DoRA). 

Basis for opinion 

3. I conducted my audit in accordance with the International Standards on Auditing (ISAs). 
My responsibilities under those standards are further described in the auditor-general’s 
responsibilities for the audit of the financial statements section of my report. 

4. I am independent of the municipality in accordance with the International Ethics 
Standards Board for Accountants’ Code of ethics for professional accountants (1ESBA 
code) together with the ethical requirements that are relevant to my audit in South Africa. 
I have fulfilled my other ethical responsibilities in accordance with these requirements 
and the IESBA code. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my opinion. 

Material uncertainty related to going concern / financial sustainability 

6. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Going concern 

7. I draw attention to note 44 to the financial statements, which indicates that the 
municipality incurred a net loss of R310 489 929 during the year ended 30 June 2017 
and, as of that date, the municipality’s current liabilities exceeded its total assets by 
R250 132 542. As stated in note 44, these events or conditions indicate that a material 
uncertainty exists that may cast significant doubt on the municipality’s ability to continue 
as a going concern. 



Emphasis of matters 

8. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

9. As disclosed in note 41 to the financial statements, the corresponding figures for 

30 June 2016 have been restated as a result of an error in the financial statements of the 
municipality at, and for the year ended, 30 June 2017. 

Material losses - electricity 

10. As disclosed in note 50 to the financial statements, material electricity losses to the 
amount of R84 415 362 (2015-16: R72 113 118) were incurred, which represented 31% 
(2015-16: 26%) of the total electricity purchased. Technical losses amounted to 

R8 441 536 (2015-16: R7 211 312) and were due to losses that are inherent to the 
network. Non-technical losses amounted to R8 357 121 (2015-16: R7 139 199) and were 
due to theft, faults, and billing errors. 

Material losses - water 

11. As disclosed in note 50 to the financial statements, material water losses to the amount 
of R64 791 744 (2015-16: R57 639 875) were incurred, which represented 91% 

(2015-16: 94%) of the total water purchased. Technical losses amounted to R6’ 479 174 
(2015-16: R5 763 988) and were due to national guidelines for non-revenue water. 
Non-technical losses amounted to R2 891 670 (2015-16: R2 305 595) and were due to 
theft, faults, and billing errors. 

Material impairments 

12. As disclosed in note 11 to the financial statements, material losses to the amount of 
R629 763 697 were incurred as a result of debt impairment. 

Other matters 

13.1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited supplementary schedules 

14. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

Unaudited disclosure notes 

15. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose 
particulars of non-compliance with the MFMA in the financial statements. This disclosure 
requirement did not form part of the audit of the financial statements and, accordingly, I 
do not express an opinion thereon. 



Responsibilities of the accounting officer for the financial statements 

16. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the SA Standards of GRAP and the 
requirements of the MFMA and DoRA, and for such internal control as the accounting 
officer determines is necessary to enable the preparation of financial statements that are 
free from material misstatement, whether due to fraud or error. 

17. In preparing the financial statements, the accounting officer is responsible for assessing 
the municipality’s ability to continue as a going concern, disclosing, as applicable, 
matters relating to going concern and using the going concern basis of accounting 
unless the accounting officer either intends to liquidate the municipality or to cease 
operations, or has no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

18. My objectives are to obtain reasonable assurance about whether the financial 
statements as a whole are free from material misstatement, whether due to fraud or 
error, and to issue an auditor’s report that includes my opinion. Reasonable assurance is 
a high level of assurance, but is not a guarantee that an audit conducted in accordance 
with the ISAs will always detect a material misstatement when it exists. Misstatements 
can arise from fraud or error and are considered material if, individually or in the 
aggregate, they could reasonably be expected to influence the economic decisions of 
users taken on the basis of these financial statements. 

19. A further description of my responsibilities for the audit of the financial statements is 
included in the annexure to the auditor’s report. 


Report on the audit of the annual performance report 


Introduction and scope 

20. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and the general notice issued in terms thereof, I have a responsibility to report material 
findings on the reported performance information against predetermined objectives for 
selected development priorities presented in the annual performance report. I performed 
procedures to identify findings but not to gather evidence to express assurance. 

21. My procedures address the reported performance information, which must be based on 
the approved performance planning documents of the municipality. I have not evaluated 
the completeness and appropriateness of the performance indicators/measures included 
in the planning documents. My procedures also did not extend to any disclosures or 
assertions relating to planned performance strategies and information in respect of future 
periods that may be included as part of the reported performance information. 
Accordingly, my findings do not extend to these matters. 





22.1 evaluated the usefulness and reliability of the reported performance information in 
accordance with the criteria developed from the performance management and reporting 
framework, as defined in the general notice, for the following selected development 
priority presented in the annual performance report of the municipality for the year ended 
30 June 2017: 


Development priorities 

Pages in the annual 
performance report 

Basic service delivery 

x-x 


23.1 performed procedures to determine whether the reported performance information was 
properly presented and whether performance was consistent with the approved 
performance planning documents. I performed further procedures to determine whether 
the indicators and related targets were measurable and relevant, and assessed the 
reliability of the reported performance information to determine whether it was valid, 
accurate and complete. 

24. The material findings in respect of the usefulness and reliability of the selected 
development priority are as follows: 

Basic service delivery 


Various material misstatements on measurability resulting in limitations on reliability 

25.1 was unable to obtain sufficient appropriate audit evidence for the reported achievement 
of indicators. This was due to a lack of technical indicator descriptions and proper 
performance management systems that predetermined how the achievement would be 
measured, monitored and reported, as required by the Framework for Managing 
Programme Performance Information. I was unable to confirm that the reported 
achievement of these indicators was reliable by alternative means. Consequently, I was 
unable to determine whether any adjustments were required to the reported 
achievements in the following instances: 

• Electricity infrastructure within Lekwa LM refurbished and upgraded 

• Water quality monitored monthly after purification chemicals procured for safe 
drinking water 

• Water pumps repaired and maintained to improve its useful life by 30 June 

• Supply and delivery of water to 2 265 households with 4 water tanks 

• Electricity master plan compiled by 31st of December 2016 by conducting an audit of 
the electrical network 

• 40% of electricity network maintained by 30 June 2017 

• 949 728 residential points serviced annually with weekly kerbside refuse collection 
services according to weekly collection plan by 30 June 2017 

• 15 321 business points serviced annually with solid waste collection according to 
weekly collection plan by 30 June 2017 



Various reported indicators and targets not consistent when compared to planned 
indicators and targets 

26. Planned indicators specified in the service delivery and budget implementation plan for 

the year under review were not consistent with the annual performance report submitted 

for audit purposes in the following instances: 

• 10 communal water services connected for informal households by 30 June 2017 

• Electrification of 30 rural households by 30 June 2017 

• Repair and maintenance of 150 boreholes in rural areas 

• Installation of 11 668 electricity split meters monitored by 30 June 2017 and reported 
on quarterly 

• 949 728 residential points serviced annually with weekly kerbside refuse collection 
services according to weekly collection plan by 30 June 2017 

• 15 321 business points serviced annually with solid waste collection according to 
weekly collection plan by 30 June 2017 

• 12 boreholes installed in rural areas by 30 June 2017 

• Refurbishment and upgrade of portions of the Standerton water supply schemes 

• Sakhile sports facility refurbished by 30 June 2017 

Various reported achievements did not agree with the evidence provided, i.e. not 
valid and accurate 

27. Effluent quality monitored monthly through sampling by 30 June 2017 

• The reported achievement for the target of 12 effluent quality reports was misstated, 
as the evidence provided indicated 7 effluent quality reports and not 6 as reported. 

28. 9000m 2 of road surface maintained through pothole patching by 30 June 2017 

• The reported achievement for this target was misstated, as the evidence provided 
indicated 1075m of road surface maintained through pothole patching and not 2275m 
as reported. 

29. 16 municipal buildings repaired and maintained by 30 June 2017 

• The reported achievement for the target of 16 was misstated, as the evidence 
provided indicated that 0 municipal buildings were maintained and not 13 as 
reported. 

30. 200 street lights and 40 high mast lights maintained and repaired by 30 June 2017 

• The reported achievement for this target was misstated, as the evidence provided 
indicated that 0 high mast lights were repaired or maintained annually and not 158 
street lights and 86 high mast lights as reported. 

31. Cemeteries and burial grounds maintained and reported on quarterly by 30 June 2017 

• The reported achievement for the target of 4 reports on the maintenance of 
cemeteries and burial grounds annually was misstated, as the evidence provided 
indicated 0 reports and not 4 reports as reported. 


32. Sports and recreational facilities maintained and reported on quarterly by 30 June 2017 

• The reported achievement for the target of 4 reports on the maintenance of sports 
and recreational facilities was misstated, as the evidence provided indicated 0 
reports and not 4 as reported. 

Other matters 

33.1 draw attention to the matters below. 

Achievement of planned targets 

34. Refer to the annual performance report on pages x to x for information on the 
achievement of planned targets for the year and explanations provided for the 
underachievement of a significant number of targets. This information should be 
considered in the context of the material findings on the usefulness and reliability of the 
reported performance information in paragraphs 25 to 32 of this report. 

Adjustment of material misstatements 

35.1 identified material misstatements in the annual performance report submitted for 
auditing. These material misstatements were on the reported performance information of 
basic service delivery. As management subsequently corrected only some of the 
misstatements, I raised material findings on the usefulness and reliability of the reported 
performance information. Those that were not corrected are reported above. 


Report on the audit of compliance with legislation 


Introduction and scope 

36. In accordance with the PAA and the general notice issued in terms thereof, I have a 
responsibility to report material findings on the compliance of the municipality with 
specific matters in key legislation. I performed procedures to identify findings but not to 
gather evidence to express assurance. 

37. The material findings on compliance with specific matters in key legislation are as 
follows: 

Annual financial statements and annual reports 

38. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements of non-current assets, expenditure and disclosure items identified by the 
auditors in the submitted financial statements were subsequently corrected, resulting in 
the financial statements receiving an unqualified audit opinion. 

39. The annual performance report for the year under review did not include a comparison of 
the performance with set targets and with the previous financial year or measures taken 
to improve performance, as required by section 46(1 )(b) and (c) of the Municipal 
Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA). 



Procurement and contract management 


40. Some quotations were accepted from bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the 
state, as required by supply chain management (SCM) regulation 13(c). 

41 Some contracts were awarded to providers whose tax matters had not been declared by 
the South African Revenue Service to be in order, in contravention of SCM regulation 43. 

42. Some competitive bids were adjudicated by a bid adjudication committee that was not 
composed in accordance with SCM regulation 29(2). 

43. Some commodities designated for local content and production were procured from 
suppliers who did not meet the prescribed minimum threshold for local production and 
content, as required by preferential procurement regulation 9(5). 

44. Awards were made to providers who were in the service of other state institutions or 
whose directors / principal shareholders were in the service of other state institutions in 
contravention of section 112(j) of the MFMA and SCM regulation 44. 


45. Persons in the service of the municipality who had a private or business interest in 

contracts awarded by the municipality failed to disclose such interest, in contravention of 
SCM regulation 46(2)(e). 


Expenditure 


46. Money owed by the municipality was not always paid within 30 days, as required bv 
section 65(2)(e) of the MFMA. y 


47. Effective steps were not taken to prevent irregular expenditure amounting to 

t 8 17 c i® 9 L aS disclosed in note 48 t0 the annual financial statements, as required by 
section 62(1 )(d) of the MFMA. y 


48 ' Rl W8 ^ ' aken '° PreVent fmitleSS and was,eful expenditure amounting to 

R132 901 507, as disclosed in note 47 to the annual financial statements, in 
contravention of section 62(1 )(d) of the MFMA. 


Asset management 

49. An adequate management, accounting and information system was not in place to 
account for assets, as required by section 63(2)(a) of the MFMA. 

50. An effective system of internal control for assets was not in place, as required by 

section 63(2)(c) of the MFMA. y 


51. Capital assets were sold without the approval of the council 
of the MFMA. 


contrary to section 14(2)(a) 


Human resource management 


52. Appropriate systems and procedures to monitor, measure and evaluate the performance 
o s a were not developed and adopted, as required by section 67(1)(d) of the MSA. 



Consequence management 


53. Unauthorised expenditure incurred by the municipality was not investigated to determine 
if any person was liable for the expenditure, as required by section 32(2)(a) of the 
MFMA. 

54. Irregular expenditure incurred by the municipality was not investigated to determine if 
any person was liable for the expenditure, as required by section 32(2)(b) of the MFMA. 

55. Fruitless and wasteful expenditure incurred by the municipality was not investigated to 
determine if any person was liable for the expenditure, as required by section 32(2)(b) of 
the MFMA. 

56. Allegations of financial misconduct laid against officials of the municipality were not 
investigated in accordance with the requirements of municipal regulation on financial 
misconduct procedures and criminal proceedings 5(4). 

Conditional grant 

57. The municipality did not evaluate its performance in respect of programmes or functions 

funded by the integrated national electrification programme, as required by section 12(5) 
ofDoRA. v ' 


Other information - j 

58. The municipality’s accounting officer is responsible for the other information. The other 
information comprises the information included in the annual report. The other 
information does not include the financial statements, the auditor’s report thereon and 
those selected development priorities presented in the annual performance report that 
have been specifically reported on in the auditor’s report. 

59. My opinion on the financial statements and findings on the reported performance 
information and compliance with legislation do not cover the other information and I do 
not express an audit opinion or any form of assurance conclusion thereon. 

60. In connection with my audit, my responsibility is to read the other information and, in 
doing so, consider whether the other information is materially inconsistent with the 
financial statements and the selected development priorities presented in the annual 
performance report, or my knowledge obtained in the audit, or otherwise appears to be 
materially misstated. If, based on the work I have performed on the other information 
obtained prior to the date of this auditor’s report, I conclude that there is a material 
misstatement of this other information, I am required to report that fact. 

61.1 have read the other information included in the draft annual report and have nothing to 
report in this regard. 


62.1 have not yet received the final annual report containing the other information. When I 
do receive this information, and if I conclude that it contains a material misstatement, I 
am required to communicate the matter to those charged with governance and to 
request the other information to be corrected. If the other information is not corrected, I 
may have to re-issue my auditor’s report amended as appropriate. 




Internal control deficiencies 


63.1 considered internal control relevant to my audit of the financial statements reoorted 

objective wa .T'™ ^ COmpliance " ith a PP»dable legislation; however my 

ateCed m ,h T“ ^ * aSSUrance ,here °"' The ™«ers reported below 
are limited to the significant internal control deficiencies that resulted in the findings on 

the annua, performance report and the findings on compliance with iegisSion tided in 
Leadership 

64. Management did not exercise oversight responsibility regarding financial and 
performance reporting and compliance as well as related internal controls. 

Financial and performance management 

65. Management did not prepare regular, accurate and complete financial and performance 
reports that were supported and evidenced by reliable information. 

66 ‘ SEf did n °‘ review and m0nit0r COmpliance with applicable laws and 
Governance 




Mbombela 
30 November 2017 
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Annexure - Auditor-general’s responsibility for the audit 

1 ' ° f ""I aUdl ‘ in aocordance with the ISAs, I exercise professional judgement and 

ntain professional scepticism throughout my audit of the financial statements and the 
procedures performed on reported performance information for selected development 

matters 8 °" ,h6 mUn ' Clpality ’ s com P |iance with respect to the selected subject 


Financial statements 


2 . 


forgery, intentional omissions, misrepresentations, or the overrideTinTelS’control. 

* " U " derst f " din 9 of in,ernal control relevant to the audit in order to desion 

expressing c^opinion^n^Te^^h^ne^^'the'nii^dpaiitys hterna!aintrol' OSe ° f 

• srr.-a’sssKSsrr" 

SSSSSS* 


Communication with those charged with governance 


3. 


4 . 


deficiencies ,n internal control that I identify during my audit. 9 an ‘ 

I also confirm to the accounting officer that I have complied with relevant ethical 
ZZT? re9ardng impendence, and communicate all relationships and other 

rraS,=x e r ,o have a —»-—- 


